To the Shareholders of 
Gulf Oil Corporation 


Gulf) 


Earnings for the three months ended June 30, 1978 were 
$175 million, or 90 cents per share, compared with $216 
million, or $1.11 per share, during the second quarter of 
1977, which was our strongest quarter that year. 

During the first half of 1978, earnings totaled $330 mil- 
lion, or $1.69 per share, compared with $382 million, or 
$1.96 per share, earned during the similar period a year 
ago. 

Revenue of $4.72 billion in the quarter and $9.60 billion 
in the half compared with revenue of $4.82 billion and 
$9.67 billion during the respective 1977 periods. 

The decline in earnings amounted to 19 percent in the 
quarter and 14 percent in the six months, while revenue 
trailed by two percent in the quarter and one percent in 
the half. 

Expressed as a rate of return on our past investments, 
the Company’s return on average employed capital for 
the 12 months ended June 30 fell to 8.1 percent from 9.7 
percent a year earlier, and the return on shareholders’ 
equity dropped to 9.6 percent from 11.4 percent. 


Earnings Improve Over the First Quarter 


While these declines are disappointing, we are encour- 
aged by the fact that the principal areas of our business, 
particularly in the United States, showed improvement 
over the first three months of this year. It should also be 
pointed out that we have only begun to benefit from the 
cost-cutting program initiated in late April. 

Second-quarter earnings were adversely affected by a 
squeeze on profit margins in our worldwide refining and 
marketing operations and by higher net financial charges 
resulting from a decline in interest income on our in- 
vestment portfolio coupied with increased debt service 
charges. First-half earnings were also adversely affected 
by a sharp decline in foreign crude oil liftings. 

Losses attributable to foreign currency translations 
amounted to $7 million in the second quarter and $4 
million in the first half of 1978, compared with losses of 
$2 million and $15 million in the respective 1977 periods. 


U.S. Operations Post Quarterly, Six-Month Declines 


U.S. net income declined to $138 million in the second 
quarter from $162 million a year earlier, and first-half 
net income of $252 million also trailed the $264 million 
earned in the first six months of 1977. Nevertheless, U.S. 
operations contributed 76 percent of Gulf’s worldwide 
profits during the first half of this year, compared with 
only 69 percent a year earlier. 

Operating profits of our U.S. business segments were 
affected by a number of factors: 

e Exploration and production earnings increased 
slightly in the quarter, but at $251 million for six months, 
were three percent behind the 1977 level. Higher operat- 
ing expenses and increased amortization charges on 
offshore leases more than offset increased revenue from 
crude oil and natural gas production. 

e Benefiting in 1978 from the acquisition of Kewanee 
Industries, net crude oil production remained essentially 
flat, averaging 336,000 barrels per day during both six- 
month periods. Production of natural gas liquids was up 
eight percent to 69,000 barrels per day. 

e Net natural gas production of 1.90 billion cubic feet 


per day during the first half of the year was two percent 
higher than the year-earlier output, even though second- 
quarter 1978 production dipped slightly to 1.86 billion 
cubic feet per day, reflecting market surpluses in certain 
producing states where higher, unregulated prices have 
spurred new development. 

e Refining and marketing operations posted a sharp 
profit decline to $55 million in the second quarter from 
$81 million a year earlier, but six-month results were off 
only slightly to $92 million from $97 million a year earlier. 
Higher product prices have not adequately compensated 
for increased costs. 

e Although refinery runs increased two percent in the 
quarter to 817,000 barrels per day, refined product sales 
declined slightly to 754,000 barrels per day, and competi- 
tive pressure reduced gasoline sales by three percent. 

e U.S. chemical operations earned $23 million in the 
first half of both 1978 and 1977. A continued deterioration 
in the prices of aromatics, particularly benzene, and 
higher manufacturing costs for plastics offset the bene- 
fits derived from the acquisition of Kewanee Industries’ 
chemical operations. 

e U.S. minerals operations returned to the black in the 
second quarter as coal production increased 16 percent 
to 2.6 million tons. However, the miners’ strike during the 
first quarter and increased expenses associated with 
uranium and oil shale development projects resulted in a 
$5-million first-half loss. 


Canadian Refined Products Sales Decline 


Net income in Canada declined 20 percent during the 
second quarter to $28 million from $35 million a year 
earlier, although year-to-date earnings were basically un- 
changed at $58 million. Continued strength in petroleum 
production and uranium operations was offset by a de- 
cline in refined product sales resulting from severe com- 
petition in the Eastern Canadian markets. 

European operations, also beset by excess refining 
and marketing capacity and strong competition, contin- 
ued to post net losses, which were $23 million in the first 
half compared with a net loss of $13 million a year earlier, 
when a $19-million profit from reduction of LIFO inven- 
tory levels was recorded. 

Net income attributable to other foreign operations de- 
clined to $28 million from $34 million in the second quar- 
ter and dropped to $43 million from $74 million for the 
half year. Most of the decline was attributable to a 12- 
percent reduction in foreign crude oil liftings during the 
first six months, as premium, high-priced West African 
grades were forced out of the world market by increased 
volumes of North Sea and Alaskan crudes. Higher ex- 
ploration activity in West Africa, the Middle East and Far 
East offset a marked improvement in refining and mar- 
keting profits in Korea, where product prices had been 
restricted during 1977. 


Capital Spending is Reduced 


Capital and exploration expenditures for the first six 
months totaled $1.06 billion, down 18 percent from the 
$1.29 billion spent in the like 1977 period, which included 
$314 million for the acquisition of several promising 
leases in the Gulf of Mexico. More than 60 percent of the 


To the Shareholders (continued) 


1978 total was spent in the U.S. and nearly three-fourths 
was spent on energy projects throughout the world. While 
we are reducing our capital and exploration outlays in 
1978, it should be obvious that we are still investing tre- 
mendous sums to help meet the world’s energy needs. So 
far this year, our spending has outpaced earnings by a 
factor of three to one. 

As part of the Company’s previously announced plan 
to divest its real estate holdings, an agreement was 
reached in June to sell 3,500 acres of undeveloped land 
in Reston, Virginia, to a subsidiary of Mobil Corporation. 
While retiring a sizable portion of the long-term debt of 
this affiliate, the sale had no impact on earnings. 


Baltimore Canyon Well Spudded 


Gulf is spending some $10 million this year to par- 
ticipate in four wells in the Baltimore Canyon off the 
Atlantic Coast of New Jersey. The first well in which we 
had an interest, on Block 590, was completed as a dry 
hole in June by Continental Oil Company. We spudded 
our first wildcat well as an operator on June 10 on Block 
857, and by early August had reached a depth of 13,000 
feet. Our target depth of 16,000 feet is expected to be 
reached in early September. Gulf is 50-percent owner of 
this tract which was acquired for a lease bonus payment 
of nearly $11 million in the federal lease sale in August 
1976. Costs of drilling this well, which is in 349 feet of 
water, are running $75,000 a day. 

In July, Shell Oil Company spudded a well, in which 
we have a 9.5-percent interest, on Block 273. Also, we 
tentatively plan to drill a second wildcat later this year 
on Block 718, in which we have a 50-percent interest. 
Six exploratory wells are currently being drilled by the 
industry off the Atlantic Coast. In addition, two wells, in- 
cluding Continental’s, have been completed as dry holes. 

In the Gulf of Mexico, Vermilion Block 24, which we 
acquired in the June 1977 lease sale, came on stream as 
a gas producer in late May. 


Gulf Gets SRC II Contract 


On July 10, The Pittsburg & Midway Coal Mining Co., a 
Gulf subsidiary, was awarded a contract by the Depart- 
ment of Energy (DOE) to design and possibly build and 
operate the nation’s first demonstration-size plant to con- 
vert high-sulfur coal to a clean burning liquid fuel using 
the Solvent Refined Coal (SRC II) process. If built, the 
plant will be located near Morgantown, West Virginia. 
The first quantities of synthetic fuel oil could be pro- 
duced by 1983. 

The SRC II contract demonstrates that government and 
industry can effectively work together in an effort to re- 
duce imports of foreign petroleum. In developing this 
process, the DOE, its predecessor agencies and Gulf 
have invested more than $100 million since 1962. Since 
1974, we have operated the DOE’s pilot plant in Fort 
Lewis, Washington, and have produced some 6,000 
barrels of SRC II fuel oil. 

The initial $6-million design phase of the contract will 
require up to 12 months to complete. If it proves satis- 
factory, the DOE will consider authorizing subsequent 
phases including the construction and operation of the 
first demonstration module at an estimated cost of $650 


million to $700 million. However, since the demonstration 
plant will not be a commercial venture, Gulf’s required 
investment will be relatively small compared to the total 
cost. The actual amount will be determined by negotia- 
tions with the DOE. 

The demonstration plant would convert 6,000 tons of 
coal each day to the energy equivalent of 20,000 barrels 
of fuel oil. If successful, five of the demonstration mod- 
ules could be linked together to form a commercial-sized 
plant capable of producing the equivalent of 100,000 bar- 
rels of fuel each day from 30,000 tons of coal. 


Legal Matters Reported 


During the past several months, several significant events 
have occurred in the legal and contractual proceedings 
involving uranium litigation and petroleum pricing mat- 
ters. These are discussed more fully on the last page of 
this report. 

In one case, which received considerable publicity, 
the Company agreed to make a payment to the U.S. 
Treasury to settle alleged overcharges on crude oil im- 
ported during the Arab embargo nearly five years ago. 
At the time, Gulf substantially increased its imports of 
non-Arab oil to help alleviate the petroleum shortage. A 
year later, the Federal Energy Administration retroac- 
tively established price ‘“‘norms” for imports during what 
had been a period of great market turmoil and con- 
fusion. Although the Company’s average import price was 
below the formula level, the government did not recog- 
nize this and instead disallowed those prices which were 
above the norm. Gulf maintains that there was no intent 
to overcharge and that the prices charged the Company’s 
refineries were comparable to those charged in arms- 
length, third-party transactions. We remain convinced 
that the oil imported at the time could have been sold at 
much higher prices in the international market. Despite 
the merits of our case, the legal avenues for appeal did 
not appear to offer sufficient hope of success to warrant 
the risk of a much greater loss. 


Board Action 


At a meeting on July 11, 1978, your Board of Directors 
declared a regular quarterly dividend of 47% cents per 
share, payable September 8, 1978, to shareholders of 
record at the close of business August 4, 1978. 


Respectfully submitted, 


Jerry McAfee 
Chairman of the Board 


a 


James E. Lee 
President 


August 8, 1978 


Consolidated Statement of Income and Retained Earnings 


Millions of Dollars (Unaudited) 


Three Months Ended Six Months Ended 
June 30 June 30 
1978 1977 1978 1977 
REVENUES 
Sales and other operating revenues 
Wnited'Statcstemmpemmerta. eee fete eras te iter cart ert Wee eat $ 2,280 $ 2,108 $ 4,624 $ 4,238 
Ganadagerrcparmer mics rt etn a iea ney nce PR ee 622 624 1,278 1,243 
EUNO DG Setar pene hier cae tna ae tera ees a ee 584 550 Ace Wz. 1,110 
Otherar OLCl ON MeNenOn tert ra erent rune Gree Nant crite ee. hembra mee 1,180 1,479 2,384 2,973 
4,666 4,761 9,503 9,564 
InterestzinCOMe Marware metre cece ao eer ttt ecg. nt ed eee eee ae ae 31 43 59 83 
EquItysinicarninGSaemamemer ye wth ee dros we nee vet We enn Peer ee 9 1 18 12 
Othernnevenu CSiamemewere tees oe. st oo Seta es OK a ee ee 10 13 20 12 
4,716 4,818 9,600 9,671 
DEDUCTIONS 
PUT MEE] CVC Oflll GNC] [RNS oo ccscauncesogansuaavsnsaconec 2,443 2,570 5,168 5,333 
OperatingrexpenSesmeeeme te ein ate ee cys wee a ete ey en 448 SVT / 834 731 
Selling, general and administrative expenses .................... 7380 334 746 670 
COnSUMEHEXCISELLAX CS penne eee es ncsten ih scsices encen re ee ewe ee 450 447 875 847 
Sales, use, ad valorem and other taxes .....................---- 136 22 268 241 
Depreciation, depletion, amortization and retirements ............. 204 166 401 31d 
ExplorationzandaanyanolevexPenses meric enn erent in ein iene 99 108 215 211 
Pepahtment@ormenerGvacntitlementSmeeiieet ieee 49 59 110 108 
MErES? OM OMG AC THMEMCHNG) «conc ccoondsoccucsneuunovadonune 31 27 61 56 
Income applicable to minority interests ......................... 12 15 24 24 
4,252 4,225 8,702 8,534 
INCOMESBEEORESIAXESEONEINGCOME ms rsee ia ean eee 464 593 898 pelo 
TAXES ON INCOME 
UnitediStates samewrtee rn soca eee ohare ee cek Ce ene Acts nae ee tate 38 53 63 99 
EOLel Oni epee tetera rei ais sass nieis. sie ane ca eo es Oe ae 251 324 505 656 
289 EMT 568 755 
NETRING OME wre perenne). Bakeries ear e ais Gone a ena Goubaacriott Eee 175 216 330 382 
REGAINEDSEARNING SeAlmBEGINNINGFORSPER|O Diente 6,254 5,878 6,192 5,800 
CASHEDIVIDEND Sametime ket iets ocuoke eee ants cee ees (92) (87) (185) (175) 
RERAINEDEEARNINGS AIsENDIOFRIPER|© Dit ee eee enters $ 6,337 $ 6,007 $ 6,337 $ 6,007 
PER-SHARE DATA 
NG tii COMME icwerere woes do eyes nce on eae omic ctee cae tia te cacietae chambres ates se Sr $22.90 $1.11 $ 1.69 $ 1.96 
Cashedivi dOndSmepae ryan hk ley ee ears eo Ee On oe eer Ce Seearo $  .45 $2.95 $  .90 
WEIGHTED AVERAGE SHARES OUTSTANDING (in thousands) ........ 194,995 194,939 


Capital and Exploration Expenditures 


Millions of Dollars (Unaudited) 


Three Months Ended Six Months Ended 
June 30 June 30 x 
1978 1977 1978 1977 
United States 
Soloreion eine! CIAO .50cnoond0cn.o0nenddesoocnougnDOE G3 jeleye} $ 563 $ 485 $ 793 
(@) dai] ¢ ReepreReah oto tic. te’ oho AISI REACIGR ORE Cece en nO Te eA cca mecha teat ee 88 We 180 188 
Foreign 
ExplorationsandsdevelOpmentieerremnsrsie rte iene neem etna 171 116 294 205 
Othe reeset cope etl eremecoremonccereure rrete cae sobortelateltac a avseytts, oe ate certererts un aeons 53 60 102 108 


Consolidated Statement of Financial Position 


ASSETS 
Current assets 
Cash and marketable securities................. 
Receivables aeccitays ote trct tie eke Saeco Renee 
INVOENTOrIOS® 4 cee toner eee rote eas ne eke ars 
Prepaidexpenses a8 oo ca ciate ciciin th enrronencnene eearene 


Total current assetSitueea. 1: ee eee 
PropertiGSsee terse ne o css Bete) oles © a (oon cle an oes 
Investments and long-term receivables ............... 
Déferred charges ten. ..5 is a ae an ns Oneness 


TOTAE ASSETS con texture nes 


LIABILITIES 
Current liabilities 
Accounts#payables St aeeverciers oct ae neem reer: 
Notes payable and current long-term debt ........ 
Lease bonus payable to United States government. 
Accrued United States and foreign income taxes . 
Othermcurrentaliabllitics seme ener eens 


motalycurrenthhiabiliticSterrrs serie ere are 
Long-termudebt eee ccc anete ime ae ee eee Serer 
Deferred production payment proceeds .............. 
Deferred#incomextaxesiae cea rctastare al eee eee ae 
Othermlong-terme liabilities mes aera raicier: 
Minority @interests ey. ccs am sep ucstel rl ee eee rere 


TOTAESLIABILITIES Wee acy cks.. cae neers 
SHAREHOLDERS’ EQUITY 


Capital stock—authorized 300,000,000 shares, without par value; 


issued 211,910,826 shares stated at................ 
Patd-in capital, eye scr ache crests case atone ce ee ree ene 
Retained ‘earningSien.. 255 s2 aster cece ces merrier eee 


Less 16,913,970 and 16,960,338 shares, respectively, in treasury, at cost.....................-0-. 


ROTA SHAREDOLEDERSSE@ Ulett 


TOVARLIABIEMESSANDISHAREHOEDERSSEQUIT aerate keener ees 


Consolidated Statement of Changes in Financial Position 


FUNDS PROVIDED BY: 


Eunds frompoperationSmnmmemrcei nt irene tere 
New financing including production payment proceeds 
Reduction of investments and long-term receivables ... 
Proceeds from sales of properties 22 .ss0- see cee edo. : 
Othier—nete eenwtes sere eee a ie eer cenint es 


FUNDS USED FOR: 
Properties and business investments................. 
Dividends. care cero tel eae Sone te ener rhe 
Reduction of long-term debt and production payments 
Increases in investments and long-term receivables .... 


(DECREASE) SINSWORKINGECAP IIIA eeernerer tetera 


LESS) INCREASERDECREASE)SINENONGASHIWORKINGICABRIIA Darr errrern isis aeieiicreiten tenn ena 


(DECREASE) INCREASE IN CASH AND MARKETABLE SECU 
CASH AND MARKETABLE SECURITIES AT END OF PERIOD 


RITES teye cin oc Kent che cceattccte cc emer easere 


(Unaudited) 
__Millions of Dollars _ 
June 30 
1978 1977 
$ 1,144 $ 2,093 

2,308 2,214 
1,385 1,268 
82 60 
4,919 5,635 
8,730 7,368 
664 652 
50 44 
$14,363 $13,699 
$2,151 $ 2,028 
316 105 
— 251 
417 426 
1,092" 1,227 
3,976 4,037 
1,497 1,280 
101 123 
670 546 
191 150 
447 412 
6,882 6,548 
883 883 
697 698 
6,337 6,007 
7,917 7,588 
436 437 
7,481 aon 
$14,363 $13,699 
(Unaudited) 


Millions of Dollars 


Six Months Ended 


June 30 


1978 


$ 330 
464 

794 

241 

54 

48 


1977 


Geographic and Related Business Segment Financial Data 


Millions of Dollars (Unaudited) 


Operating Revenues Segment Operating Profit (Loss) 
Six Months Ended Three Months Ended Six Months Ended 
June 30 June 30 June 30 
1978 1977 1978 1977 1978 1977 
UNITED STATES 
Petroleum—Exploration & production .............. $1,161 $1,070 SSS $ 131 $251 $ 260 
——Retiming camanketinG cme smite rene 3,749 3,658 55 81 92 97 
Chemicals mreewmctye tien areata es ene teva ais 601 394 15 18 23 23 
Minerals mamrarecth cestantarr 5.5.0 ods, Keane aaraaary-« 53 55 i (2) (5) (2) 
Nuclear (Cquity) Bere cnr crete. cici cee ronnie. o: (3) (4) (4) (7) 
5,564 ANTAL 203 224 357 371 
Non-operatin gute Saami iar tren ora ree (65) (62) (105) (107) 
United States net income .............. 138 162 252 264 
CANADA 
Petroleum—Exploration & production .............. 268 253 58 59 113 2 
—Refining & marketing .................. 1121 1,087 6 16 16 27 
Chemicals mrewypeece- teri crs. verre Sees tse e Avene acids can ate. 81 68 2 2 & 7 
Minerals Mararacsmenrist: sy cracicuspsals creche comet Oba vay oewcks 22 24 % 10 13 15 
1,492 1,432 73 87 147 161 
Non-OpenratingiitemSaaem herr manne ae (45) (52) (89) (104) 
Canadainet income meee inner 28 35 58 OY 
EUROPE 
Petroleum—Exploration & production .............. 2. 1 (6) (8) (9) (15) 
—Refining & marketing .................. Wild 1,099 (13) (10) (15) (10) 
Chemicalstemmecttcune on: neater ication eres iay os 112 96 2 —_— 4 3 
1,289 1,196 (17) (18) (20) (22) 
NG=O peratinGiite Nl Saaremaa aetna een ane (2) 3 (3) 9 
EULODe Inet INCOMe anny ener (19) (15) (23) (13) 
OTHER FOREIGN 
Petroleum—Total (includes international marine) .... 4,215 4,913 261 333 505 671 
VGbXSS CHIMING occcnocbaccoansesno nee (227) (292) (456) (594) 
34 41 49 WU 
ChemicalSmerpmrirse: “servation. Sue notes eunicko << 65 42 2 1 4 2 
4,280 4,955 36 42 53 79 
NON-Operatinguite mSi aerate rein cnierne Ricerca (8) (8) (10) (5) 
Other Foreign net income ............. 28 34 ae 74 
Eliminate intergeographic and intersegment revenues..... (3,122) (3,196) 
Total operating revenues .............. $9,503 $9,564 
Weyl) (ELE UMMM cas capooaocancvosogue Sao $ 216 $ 330 $ 382 


*Includes earnings of equity companies; minority interests; taxes on income, other than 
those imposed by other foreign oil producing countries; and corporate and financial items. 


Worldwide Operations 


Three Months Six Months 
Ended June 30 Ended June 30 
1978 1977 1978 197 
Net crude oil and natural gas liquids produced (daily average barrels) 
United States 
Neticrude oil produced Gareeee rte roe cearee tole aneee ear iieeen 336,000 — 339,000 336,000 336,000 
Netinaturaligas liquids producedipene ae erie er rene: 68,000 69,000 69,000 64,000 
Total: United States: sev-ce ee oern cr: cre ntl ae meee eee meer: 404,000 408,000 405,000 400,000 
Canada 
Neticrude/ oil produced semen sits rat iol erie arena 64,000 67,000 65,000 67,000 
Netinatural’gasiliquids produced == see a een 9,000 11,000 9,000 11,000 
Cotal: Canada hy oi crs-ctepecce eee tonece ano creck ool eet ete 73,000 78,000 74,000 78,000 
=(U [Ko] 0) =e tty Chex Aan eee ace area cee hs cnc Sth ee Ree EA MI ic. aio cna oda. Be 3,000 2,000 3,000 2,000 
Other Foreign 
Kuwait——long-term: purchasesm- rere aeieici eeer ener as 423,000 394,000 413,000 417,000 
lran—Long-termspurchaSes meresere etna orate sree near ee meet 279,000 295,000 _ 275,000 318,000 
Nigeria—Equity.» xpcu-2.-sc:ceeraee ete tse edie eed ee ee 160,000 136,000 151,000 138,000 
=< rrelaloljercWikelap Witney cotosanncsconateachovamosode 34,000 90,000 52,000 96,000 
Angola Equity: anes ae eer teen Oe ea, eins eee _41,000 125,000 46,000 131,000 
——-Participatlons PULCNASES mera ienien etnies 41,000 — 45,000 = 
Venezuela—Long-term purchases ............-..- cece eens 70,000 99,000 68,000 96,000 
ZAC ace an  CRe 6 5 ec ee os Bete aks eT ere Re 10,000 11,000 10,000 11,000 
EF. ole | Where Stop Medes Picasa RS eacc es rad ol Stn ee Cm rerio th Pech tes sny cia-er ot bar oe 2,000 3,000 2,000 3,000 
jMotal‘Other, Foreign toca enc ooo cn Ree eee 1,060,000 1,153,000 1,062,000 1,210,000 
A We) €2\ ie aemecie acer eene IAG yo. ks GR OAR MIRC! cise Sara mie Gat 1,540,000 1,641,000 1,544,000 1,690,000 
Net natural gas produced (thousand cubic feet per day) 
United States eyes oc, in cre erect Reece ene ae Ne ron ee 1,863,000 1,902,000 1,901,000 1,855,000 
Canada os sey ot cies sie ao ee on 278,000 313,000 289,000 319,000 
Total wsecrant Rien aetcrhee sae haa e oe Ramet ae ea ce ee 2,141,000 2,215,000 2,190,000 2,174,000 
United States imports (daily average barrels) 
Ci (V0 (= Nance cy clerae Raper e rn ea ee eRe, ac Si uaa Sia gpa AG eee o ehqun ere CeA 365,000 334,000 353,000 371,000 
Products Berar ee Ses aes Oe ERS cy RESTA EN a 36,000 20,000 35,000 26,000 
Crude oil processed (daily average barrels) : 
United’States. an cs2 1 vn « : oe fc Ey ce ee 817,000 801,000 ~ 819,000 828,000 
LOE: [p= (oF lee coc Arch ae eG he eee a ai cnics Ovo NG sly ORATOR arti Poon 0 Osi Gudcore chth-aRe 309,000 333,000 324,000 337,000 
Euro Desexeerrsene 5 sev sca cca Pon Tue ar he ny Ln 370,000 317,000 374,000 356,000 
Other) Foreignitae Ss cct. x ek eee ar in ee 210,000 222,000 210,000 212,000 
Hie) Cs aeeeue e Sac os 2 ce a on oR e Soo Coma o a 1,706,000 1,673,000 1,727,000 1,733,000 
Refined products sold (daily average barrels) 
United, States wre «seis. ccroct atc, Ree ree te ee Mem ee tans airs C/o oc eee ts 754,000 759,000 814,000 807,000 
Caniadaiie ae ics,. sisnnecegeiteenat ss Meter ore eet sols oat. oat Gran a eae ate Ne 262,000 283,000 282,000 288,000 
SED] Ro) 0 = Mest Nore srt Acne ear ieee etna ty dy cr CLO REE C-rncrtichas, Ano Reto eid ee 307,000 303,000 329,000 320,000 
Other Foreigniais.. cm cciiiecc tua ican ee Ree ee ee ne ene ; 221,000 250,000 233,000 247,000 
Noh C= ese MeN cacy San CA MPR! Gato O'S iy (SEROER AY TICRORD CRE Dita oan cnaardto ms ke 1,544,000 1,595,000 1,658,000 1,662,000 
Chemicals sold—worldwide (millions of pounds) ....................4.. 2,980 2,670 5,730 5,160 
Coal mined—wUnited States (thousands of tons) ........................ 2,610 2,250 3,720 4,260 
Uranium» produced (thouSandsiot POUNGS) eer irmem sri iitnntnnn nen naira arenes 
United States tire: etomrae ctr ce tee ete emer tegcrerenaeetreanes rs 100 = 200 — 
Cama ee a aera ari te I ee hes ere gt ngs 780 680 1,380 1,230 
Total y Mea eran tint ante Me en RRM 8 A 880 680 1,580 1,230 


Total operating data includes 100% of volumes of all consolidated subsidiaries 
(more than 50% owned) and equity interest in companies owned 50% or less. 


Notes 


Income Taxes 


Total income tax expense was $289 million and $568 
million for the three and six-month periods ended June 30, 
1978, equating to effective tax rates of 62 and 63 percent. 
This compares with total income tax expense of $377 
million and $755 million for the comparable 1977 periods 
which equated to effective tax rates of 64 and 66 percent. 
These decreases primarily reflect lower taxes in Angola 
due to reduced equity production under the participation 
agreement and lower U.S. taxes primarily due to lower 
income subject to U.S. taxes. 


Department of Energy Settlement 


On July 26, 1978, the Company and the Department of 
Energy (DOE) entered into a consent order settling all 
issues involved in the proposed disallowance by the DOE 
of the landed cost of certain foreign crude oils imported 
by the Company between October 1973 and May 1975. 
Under the settlement, the Company has agreed to pay 
$42.2 million to the U.S. Treasury covering any possible 
overcharges which may have occurred. The payment will 
not adversely affect 1978 earnings since adequate pro- 
vision was made in prior years. 


Nuclear Partnership and Uranium Litigation 


As previously reported, since 1974 efforts by certain 
uranium suppliers to avoid fulfilling their contracts with 
General Atomic Company, the 50-50 partnership of Gulf 
and a Royal Dutch/Shell subsidiary, have resulted in ex- 
tensive litigation with such suppliers. Contracts for the 
purchase of 36 million pounds of uranium by General 
Atomic at an average price of $10 per pound are pres- 
ently in litigation. On the other side, General Atomic has 
contracts (or alleged contracts) with various electric 
utilities for the sale of 23 million pounds of uranium at an 
average price of $12 per pound. General Atomic is pres- 
ently litigating claims that it is committed to sell 13 mil- 
lion of the 23 million pounds at an average price of $10 
per pound. The average prices referred to above reflect 
the base price plus escalation to date. Prices for uranium 
in the open market have recently been about $44 per 
pound. 

The status of the uranium litigation was discussed in 
the Notes to Financial Statements included in Gulf’s 1977 
Annual Report and in the Notes of the Report to Share- 
holders for the first quarter of 1978. The factual and legal 
issues in these cases are complex and interrelated. In 
seeking to avoid their contracts, the suppliers generally 
allege fraud, commercial impracticability, mutual mis- 
take and violation of antitrust laws (particularly Gulf’s 
involvement in a foreign uranium marketing arrangement 
or ‘‘cartel’’*). The electric utilities generally maintain that 
General Atomic is not excused from its commitments to 
them for any reason, including nonperformance by the 
suppliers. 

Proceedings in these cases are at various stages. Trial 
has commenced in only the principal supplier suit—the 
one with United Nuclear Corporation involving 22 million 
pounds of the uranium—and was halted without litigating 


*After a Federal Grand Jury had concluded an 18-month in- 
vestigation of the cartel without indicting Gulf, the U.S. Depart- 
ment of Justice filed a misdemeanor information against the 
Company charging anticompetitive actions under the Sherman 
Act. In June, Gulf, without admitting guilt, pleaded nolo con- 
tendere (‘‘no contest’) to this charge and was fined $40,000. 


the merits of the case last March when the New Mexico 
state court rendered a default judgment against General 
Atomic because in the court’s view it did not furnish 
certain documents and information. It is General Atomic’s 
position that these documents and information were 
either furnished or could not be furnished because of pro- 
hibitions of Canadian law. In substance, the effect of 
subsequent orders based on the default judgment is to 
void United Nuclear’s uranium supply contracts, to estab- 
lish damages in favor of United Nuclear and an electric 
utility aggregating $22 million and to direct General 
Atomic’s specific performance of its contract with such 
utility for the delivery of uranium and for the fabrication 
of nuclear fuel at an additional cost of $19 million. 
General Atomic has appealed the trial court’s actions to 
the New Mexico Supreme Court. Pending the outcome of 
the appeal, Gulf has not made any provision for its share 
of the possible loss. Gulf, with the concurrence of outside 
counsel, continues to believe that General Atomic has 
relevant and meritorious defenses to the United Nuclear 
suit and ultimately ought to substantially prevail. How- 
ever, there is no assurance that the trial court will be re- 
versed on appeal or that, if it is reversed, General Atomic 
will succeed in a trial on the merits. Apart from its appeal, 
General Atomic has taken steps to pursue an arbitration 
proceeding of the United Nuclear dispute after the New 
Mexico trial court’s order blocking arbitration was over- 
turned by the United States and New Mexico Supreme 
Courts in June. It is not presently possible to predict the 
course or outcome of the arbitration proceeding or its 
effect on the litigation. 

The outcome of the uranium disputes will largely deter- 
mine General Atomic’s long-term uranium requirements 
and its ability to meet its obligations to the electric utili- 
ties. The sales contracts with the utilities call for deliv- 
eries at various levels through 1988. Pending resolution 
of these disputes, General Atomic expects that through 
1980 it faces a uranium shortage of up to 3.5 million 
pounds, which at current market prices would cost $112 
million in excess of sales revenues from the utilities. 
After recent discussions with its Royal Dutch/Shell part- 
ner, Gulf has agreed to use its best efforts to supply 
General Atomic with sufficient quantities of uranium from 
its existing production sources to substantially cover such 
shortage. Although General Atomic’s selling prices to the 
electric utilities will be significantly below current market 
prices, Gulf does not expect to incur a significant loss 
or gain on aconsolidated basis because Gulf’s projected 
after-tax costs are not expected to exceed the average 
of such selling prices. However, Gulf will not realize the 
substantial profit which otherwise might have resulted if 
such uranium were sold at current market prices during 
1979 and 1980. 

Gulf is providing the uranium to cover General Atomic’s 
1979-80 shortage in the expectation that the economic 
impact of doing so will eventually be borne by General 
Atomic. On the other hand, Royal Dutch/Shell has stated 
that it expects Gulf to be fully responsible for any eco- 
nomic impact of the uranium litigation on General Atomic 
which might result from antitrust allegations against Gulf. 
Pending the resolution of this difference, the partners 
concur in the method of handling General Atomic’s in- 
terim uranium shortage and are endeavoring to reach 
satisfactory solutions concerning their respective respon- 
sibilities in the overall uranium litigation. 

In a significant procedural development in the lawsuit 
brought against Gulf by Westinghouse Electric Corpora- 
tion, the U.S. Court of Appeals for the Seventh Circuit 
ruled on July 25 that Westinghouse must choose between 
dismissing the Company and two other oil company de- 
fendants from the case or discharging the law firm of 
Kirkland and Ellis as its attorney in the case. The deci- 
sion reversed a lower court order. Gulf and the two oil 
company defendants contended that Kirkland and Ellis 
had confidential information about their uranium business 
by having represented the American Petroleum Institute 
in Congressional hearings on uranium matters. 
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